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y: OFFICE OF THE SECRETARY OF THE TREASURY %?52/ f 7

. WASHINGTON, D.C. 20220
December 2, 1983

Nty "~

e

UNCLASSIFIED
(With Confidential Attachment)

MEMORANDUM FOR OVP - Mr. Philip Hughes

U State - Mr. Charles Hill .
Defense - Col. John Stanford
Agriculture = Mr. Raymond Lett
Commerce - Mrs. Helen Robbins
OMB__~ ’ = Mr. Alton G. Keel

-CIA el

USTR - Mr. Dennis Whitfield

oca - Mr. Thomas Gibson

OPD = Mr. Eugene McAllister

NSC - Mr. Robert Kimmitt

CEA - Mr. William A. Niskanen

AID - Mr. Mark L. Edelman
Subject Interagency Group on International Economic

Policy (IG-IEP)

As directed by the November 10 IG-IEP, the paper on Food
Assistance for Egypt was redrafted (see attachment). The number
of options was reduced to the five selected by the IG-IEP.
Before we send the paper to the SIG-IEP, we would like your
comments or clearance. Please telephone them to Mary Beasley

(566-8107) by Tuesday, December 6, 1983.
%M

David E. Pickford
Executive Secretary

Attachment

UNCLASSIFIED
(With Confidential Attachment) oc
EXEC

REG

B- 2238
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INTRODUCTION

c
food shipments. Among the major products imported by Egypt,
which could be Provided by the United States, are wheat,
wheat flour, dairy products and poultry.

-All of the food assistance options run into two problems:

(1) Bilateral frictions with other food suppliers, parti-
cularly the EC.

Except for our sales in 1983, Egyptian'imports of

wheat flour and dairy products are supplied almost
entirely by the European Community (EC). The EC

poultry). Of these suppliers, only the EC pProvides
substantial agricultural eéxport subsidies.

(2) Possible inconsistencies with international rules --

The IG-IEPp selected the following four options as” the most
feasible ways of Providing additional food aid to Egypt.

OPTIONS

I. Donate dairy products to Egypt. The United States
could use Section 416 of the Agricultural Act of 1949 ¢o
donate surplus dairy products to the Government of Egypt or
"to a recognized charitable Organization for distribution to
needy people. The U.S. Embassy in Cairo has received informal
inquiries about the possibility of another concessional sale
of dairy products.

CONFIDENTIAL Declassify: OADR
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II.
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Would help Egypt meet food import needs at little or
no cost to the Egyptian Government.

Would reduce surplus Commodity Credit Corporation
(CCC) dairy stocks.

Could interfere with normal commercial sales including
future U.S. sales and might be difficult to defend

as consistent with U.S. obligations under FAO Princi-
ples on Surplus Disposal, particularly in the wake

of our recent dairy sale to Egypt. '

Even if categorized as food aid, such a transaction
might be seen as a hostile act by the EC. It would
particularly hurt the Dutch, who have supported us
by opposing the EC Commission's proposals to tax
fats and oils and to restrict imports of non-grain
feeds.

Another wheat flour sale similar to the sale earlier

this year. CCC would compensate either U.S. flour millers
or the Egyptian Government directly for the high price of
U.S. wheat flour with surplus CCC wheat.

Pros

Cons

Would add to total U.S. wheat/wheat flour export
volume, benefiting U.S. wheat farmers. (Large
farmer-owned stocks of wheat remain.)

Could strengthen our leverage in our negotiations
with the EC on its use of agricultural export sub-
sidies by showing that the United States is willing
to use export subsidies to displace subsidized EC
sales. -
Would provide a commodity desired by Egypt (it has
asked for more U.S. wheat flour) at prices probably
somewhat lower than those of alternative suppliers.
If combined with GSM-102 loan guarantees, could
provide some balance of payments assistance since
Egypt would receive a 3-year government guaranteed
credit with repayment beginning one year after ship-
ment.

Could not be undertaken until May 1984, the end of
the growing season, when it will be known whether
the CCC will have surplus wheat. (According to
USDA projections, useable CCC wheat stocks will not

CONFIDENTIAL
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exceed 1/2 million tons. For the previous l-million-
ton sale of wheat flour to Egypt, CCC needed 1.23
million metric tons of wheat to lower our flour
prices.)

-- The U.S. milling industry would start to consider
wheat flour sales subsidized by the U.S. Government
,as an entitlement.

L - WOuld be con51dered another shot across the bow by
‘ugthe EC and could be used as a pretext for EC retali-

_ --ﬁACould comp11cate our efforts to defend in the ‘GATT

’ »;E;our prev1ous subsxdlzed sale of wheat flour to Egypt.
g The last two ‘cons would be less important, however,
-+, . 1f the sale amounted to significantly less than the

’?5prev1ous 1 mllllon ton subsidized sale by the U.S.
SR . Ll ST ST L [
III. Addltlonal blended credits for;;gypt. If we used
the entire amount of funds now earmarked for blended credits
(up to $625 million, including $125 million in GSM-5 interest
free direct credits and $500 million in GSM-102 loan guaran-
tees), we could meet virtually all of Egypt's import needs
for wheat and corn excluding that met by P.L. 480 and by
Australia under its long term agreement with Egypt. This
would amount to as much as about 2.3 million metric tons of
wheat and up to about 1.5 million metric tons of corn. (See
background for the amount of blended credits USDA is now
proposing to offer Egypt in FY 84.)

Pros

-- If we provided the entire $625 million in blerded
credits, it would displace 1 to 2 million metric
tons of EC grain exports to Egypt and reduce EC
annual grain exports by 300,000 to 500,000 metric
tons.

-- Would provide Egypt with cheap 3-year credits at
about 80 percent of commercial interest rates, or
about 2 percentage points below current rates.

-~ Would provide a significant balance of payments advan-
tage to Egypt because repayment would not begin for
one year and would not be completed for three years.

—— Could strengthen our leverage in our negotiations

with the EC on the use of agricultural export sub-
sidies.

CONF IDENTIAL
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cons -

—-- The market development potential of the blended credit
program is greater if the credits are spread over more
importing countries.

-~ Could adversely affect U.S.-EC relations.

-- If displaces normal EC shipments, could be found
. inconsistent with U.S. obligations under the GATT
' . Subsidies Code.

IVZQiExpaﬁd GSM;102 credit guarantees for agricultural
exports to Egypt. : -

3

- Would provide a significant balance of payments

"~ advantage to Egypt because repayment would not begin
.. for.one year and would not be completed for three
years. - . : S :

—~ No U.S. Government £funds are needed;

oo

Cons -

-- Far less attractive to the Egyptians than.the other
" alternatives outlined above. The loan is at commercial
interest rates. They may not be interested.

V. Provide no additional food assistance.

Pros

-- Vould not reduce Egypt's incentive to seek a multi-
lateral solution to its debt problems, including
adhering to an IMF economic stabilization program
addressing its fundamental economic problems. -

-- Avoids (1) increased bilateral tensions with other
food suppliers (especially the EC), and (2) inconsis-
tencies with our international commitments on export
subsidies and surplus food disposal.

Cons

-- Does not address (1) the special role Egypt plays
in our Middle East policy, or (2) that, unlike most
other debtor countries, much of Egypt's debt is
military assistance loans owed the U.S. Government,
not commercial loans.

CONF IDENTIAL
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NON-FOOD ASSISTANCE OPTIONS

This paper does not attempt to analyze possible non-food
aid options for assisting Egypt. However, one possibility
might be to expand our non-food assistance. Currently our
nontfood assistance is exclusively the $750 million provided
under the Economic Support Fund ($300 million for balance of
payments support and $450 million for individual projects).
To increase ESF for Egypt would require going back to Congress
for additional authorization.

Another alternative could be to extend to Egypt Eximbank
guarantees and insurance to import U.S. products. With
conditions attached (such as compliance with an IMF program),
the U.S. Government initiated similar programs for Brazil -
and Mex1co, ‘authorizing Brazil to use Eximbank guarantees e .
and insurance for up to $1.5 b1111on and Mexico for up to N L

The policy difficulty with providing additional assis- LT e
tance to Egypt is that it will only delay efforts by the
Government of Egypt to come to terms with the causes of its
economic problems. 1In general, the U.S. Government supports
providing debt relief multilaterally in the context of the
Paris Club. , This process assures that the burden of relief
is shared by all creditors and is combined with an economic
stabilization program, which addresses the causes of the
debt problem and ensures eventual repayment.

In the case of Egypt the major cause of its economic
problems is Egypt's large budget deficits resulting from (1)
massive domestic subsidies and (2) heavy reliance for budgetary
revenue on tourism, petroleum and fees on transport through
the Suez Canal -- the last two are greatly affected by world
oil demand.

BACKGROUND -

Assistance provided Egypt in FY 83

A. Wheat and wWheat Flour

l. In January 1983, the Secretary of Agriculture
announced agreement to sell 1 million tons (plus or
minus 5 percent) of U.S. wheat flour for shipment
to Egypt over a 12 to 14 month period beginning
March 1,°1983. The agreed C&F selling price was
$155 per metric ton. The CCC provided 1.23 million
metric tons of wheat from its stocks to millers
willing to accept the smallest amount of CCC wheat
to export the wheat flour to Egypt at this price.
The GSM-102 program guaranteed $123.8 million of
the financing at commercial interest rates for 3

‘ CONFIDENTIAL ,
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years (98 percent of the principal and 8 percentage
points of applicable bank interest charges.)

The USG provided blended credits for another $55
million worth of wheat, or 500,000 metric tons
(assuming a price of $130 per ton). 3

Under P.L. 480 (Title 1), we sold Egypt $250 million
of wheat and wheat flour, of which $89 million was
flour. This represents 1.46 million tons of wheat
and flour on a grain equivalent basis.

A NP

- In August 1983, the U.S. Government, through the CCC,

sold 28,000 metric tons of dairy products from its
stocks to the Government of Egypt. The sale, which
had a value of about $42.2 million, consisted of
18,000 metric tons of butter and 6,000 metric tons
of cheddar cheese and 4,000 metric tons of processed
cheese. The transaction was made at world market
prices and will be paid for in Egyptian pounds for
use by the American Embassy in Cairo for its official
expenditures.

C. Other Assistance

Blended credit on all other products to Egypg was
$112.5 million.

Planned Assistance for Egypt During FY 84

A. Wheat and Wheat Flour

1.

‘The U.S. Government expects to provide Egypt with

$250 million in P.L. 480 (Title 1) for wheat and
wheat flour, of which $90 million will be flour.
USDA estimates that Egypt will be able to use the
P.L. 480 to import 1.492 million metric tons of
wheat and wheat flour on a grain equivalent basis,

USDA is proposing to offer $120 million in blended
credits to Egypt to purchase 750,000 metric tons of
wheat (up to $17 million in GSM-5 interest-free
direct credits, exact figure depends on negotiation,
and $115.5 million in GSM-102 loan guarantees).

This sale should give the United States half of the
EC's previous share of the Egyptian wheat market.

B. Other Assistance

The U.S. Government expects to provide P.L. 480 grants
under Title II of $17.5 million.

CONFIDENTIAL
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Discarded Food Assistance Options

WAV

The IG-IEP considered but rejected the following options

for providing food assistance to Egypt.

"Additional P.L. 480.

-— _The Administration is committed to Congress to
~reduce the allocation of P.L. 480 to Egypt from

{}Earmark‘part of “the $750 mllllon from the Economic ‘
.. Support Fund (ESF). for Egypt to purchase flour or ..
" other agricultural commodities under the Commodity ~°

.. Import Program (CIP), which provides grants. CIpP -~

" has been used for ‘corn.

-== _Does not prov1de new assistance to Egypt, only shifts

funds from one project to another.~

The current allocated funding for P. L. 480 wheat could
be used instead for flour, and wheat could be offered
under GSM-102 or blended credits (GSM-5/GSM~102). The
current P.L. 480 wheat allocation is $160 million, to
cover approximately 958,000 metric tons. If this funding
is used for flour, it would cover 693,000 tons of addi-
tional flour which would displace flour from the EC.
The 958,000 tons of wheat would then be offset by an
additional GSM~102 funding allocation of $160 million.
In return Egypt would agree to commit to use a portion
of ESF monies to purchase poultry.

-- Because EC wheat flour is substantially cheaper
than ours, this option is not economically advan-
tageous for Egypt. The poultry purchase would
hurt Brazilian poultry exports, which are no longer
receiving significant export subsidies.

Sell 50,000 to 60,000 metric tons of whole broilers to
Egypt. CCC surplus dairy products would be used to
make U.S. poultry competitive with subsidized poultry
from the EC and Brazil.

-- The TPC on October 25 rejected this proposal. It
would hurt Brazilian poultry exports, which no
longer receive significant export subsidies.

Provide interest~free direct credits under CCC GSM-5.

CONFIDENTIAL ‘
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-- Straight GSM-5 requires a greater budgetary outlay

than blended credits for the same amount of U.S.
exports. The extra expense is not warranted.

_ Offer Eximbank insurance for Egyptian agricultural imports.

-- The terms are not generous. Egypt would pay commer-
cial interest rates. The maximum repayment period
.is 360 days after the time of importation. Egypt
‘ 1s not 11ke1y to be interested.
Reactlvate GSM intermedlate (3 10 year) financing. Under
this program,. the local currency the Egyptians receive

- from the sale of the wheat flour must go to financing

storage facilities and other projects that will fac111~

tate importlng.a‘;

: _.Jf

R The program has not been used because of the adminis-

trative burden of operating a counterpart funding
‘program. -~ Intermediate financing is unwarranted for
consumer goods and is inconsistent with commercial
practice. It would angexr the Canadians and the
Australians.
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